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Country ArgentinaBrazil Paraguay Uruguay
1972-19853.568 4.652 3.597 2.518


































































































































































Adj.R'0.65 0.05 0.25 0.18 0.12













1994 'II 0.50 0.41 0.30* 0.29
1997 0.51 0.55* 0.42 n.a. 0.11
Note)Anasterisk(*)denotesthatcurrencycrisisactuallyoccurred.
Table4:Tradeandoptimumcurrencyarea
a β DW F Adj.R'
6.21
(4.51**)
一〇.16*
(-2.24*)
1.16 20.36 0.81
Note)figuresinparenthesesareabsolutet-statistics.*and**denotesignificant
atthe5%and1%level.
interestratesanddepreciationaffectacurrencycrisis;itwouldbeallthe
moreintriguingtoidentifyaclearinfluenceoftradelinkagesonthe
occurrenceofcurrencycontagion.MERCOSUR,itsmemberstied
togetherthewaytheyarethroughtrade,arenaturallysusceptibleto
certain"sideeffects"associatedwiththeseties.Ourempiricalresults
showthatcurrencycontagionisasymptomofincreasingtradeties.And
it'simportanttoconsiderthisalongsidethefactthatsuchtradelinkages
areexpandingatabriskpaceovertime.
Finally,wouldcurrencyintegrationbesuitableforsuchacommon
marketasMERCOSUR?Toattainanoptimumcurrencyzone,the
economicstructuresofmembernationsshouldbeverysimilar.Inthe
caseofMERCOSUR,then,wouldthestrongtiesoftradebesufficient?
Wewill'testthisnotionbyasimplemodelusingtheMERCOSUR
memberstates,excludingBoliviaandChile.Thesampleperiodisfrom
1975to1997.
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Weestimatearegressionthattakesthisform:
Correlation;.=α+βTradeij+εij (7)
where"Correlation"denotestherelationshipbetweencountryiand
countryjforconceptmanufacturingproduction;wecalculatethe
correlationusingquarterlydataonanannualbasis.Trade;,denotesthe
naturallogarithmoftheannualbilateraltradeintensitybetweencountries
iandjintotal(iorjcountry)trade.Weconsiderimportsplusexportsas
trade.Finally,εijrepresentsthemyriadinfluencesonbilateralactivity,
andaand(3aretheregressioncoefficientstobeestimated.
Theobjectofinteresthereisthecoefficient/3,whichwouldtellus
whetherthereisalowcorrelationofeconomicactivity(inwhichcasewe
wouldexpectittobenegative),orahighcorrelation(inwhichcasewe
wouldexpectittobepositive).Ittellsustoqualifytheeconomic
importanceoftheeffect.
TheestimatesindicatethatatradelinkagebetweentwoMERCOSUR
membersisnegativelyassociatedwiththeeconomicactivitybetween
thosesametwocountries.Thusatradelinkagebetweentwocountriesis
notautomaticallyassociatedwithmoretightlycorrelatedeconomic
activity.
Basedonthisresult,wecanconcludethattheincreasedtrade
integrationamongthedifferentmembercountriesisnotcorrelatedwith
economicactivityinMERCOSURasawhole.Andsincetheoptimum
currencyzonecriterionisnotsatisfied,currencyintegrationin
MERCOSURwouldappeartobeanirrationalmove.
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IV.Conclusion
InthisstudywefocusedonMERCOSUR,testingwhetherthe
eliminationofexchangeratefluctuationshavecoincidedwiththe
increasingvolumeofinternationaltrade,andwefoundthatthiswasin
factthecase.Thenconsideringtheoppositeresultsbeingpresented
elsewhere,wecametobelievethatthelackofdepthandbreadthinthe
financialmarketmighthavehadsomethingtodowithit.
Forexample,indevelopedcountriestherearemanyfinancial
instrumentsemployedtohedge,cover,orspeculateinmoneymarkets.
ButinMERCOSUR,therehavebeenfewsuchopportunities,sothat
exchangeratefluctuationsarelikelytohaveamuchgreaterandmore
directeffectoninternationaltrade.Moreover,economicconditionshad
beenquitebadwithinthiscommonmarket,makingtheexchangerate
variabilityrelativelylargercomparedtootherzones,andtradersdislike
suchlargefluctuationsintheexchangerate.
Ouradditionalpurposewastoanalyzetherelationshipbetweentrade
linkagesandcurrencycrises.Weindicatedthattradelinkagesareakey
influenceoncurrencycontagion.Atleastinthenear-andlong-term,we
arewisetotakenoteoftradelinkagesalongwithmacroandfinancial
variablesinexaminingacurrencycrisis.
Finally,wetestedtheprobabilityoftheSouthernCommonMarket
becominganoptimumcurrencyzone.Ourfindingssuggestthatitwould
notberationalforMERCOSURtoheadinsuchadirection,andthat
promotinginternationaltradewithMERCOSURwouldnotproducean
optimumcurrencyzone.
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Endnotes
1.InBrazil,theinflationrate(consumerpriceindex)was2,111%in
1994,but6.0%in1997.
2.In1999aswell,Argentina'spresidentproposedintroducinga
commoncurrencytoMERCOSUR.
3.ItissaidthatthecrisisbeganinRussia.
4.WewereunabletoobtainquarterlydataonMERCOSURtrade
volumes.Monthlydataisalsounavailablefortradingandother
variables.Seetheappendixfordetailedsourcesofthisdata.
5.Wemustnotethatthesampleisverysmallduetoalackofavailable
data.
6.AnexampleofthefirstoneisKrugman(1979)andofthesecondone
isObstfeld(1986).
7.In1994,Canada,HongKong,Hungary,Indonesia,Peru,the
Philippinesandotherswerealsoattacked,andin1997theCzech
Republic,HongKong,Hungary,Indonesia,Korea,Malaysia,Mexico,
thePhilippines,Poland,Singapore,SouthAfricaandotherswere
affectedaswell.
8.RealGDPoremploymentwouldbeappropriate;however,wecannot
obtainthequarterlyormonthlydataforthis.
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AppendixSourcesofthedata
Trade:export(DirectionofTradeStatistics,IMF)
Exchangerate:Argentina:marketrateaa,Brazil:marketrateaa,
Paraguay:marketrateaa,Uruguay:marketratewa.(IFS,IMF)
Unitvalueofexports:Argentina:wheat74d.d.,Brazil:coffee74e.d.,
Paraguay:unitvalueofexports74,Uruguay:consumerprices64(IFS,
IMF)
GDP:GDP99.b(IFS,IMF)
ConsumerPriceIndex:Argentina:wheat74d.d.(from1972to1983),
consumerprices64.b.and64.c.(from1984),Brazil:coffee74.e.d.(from
1972to1979),consumerprices64.a.b.(from1980),Paraguay:consumer
prices64,Uruguay:consumerprices64(IFS,IMF)
Interestrate:Argentina:moneymarketrate60b,Brazil:moneymarket
rate60b,Uruguay:theaverageofdepositrateandlendingrate.The
formeris601,thelatteris60p,Chile:moneymarketrate60b,Bolivia:
moneymarketrate60b(IFS,IMF)
Domesticproduct:domesticproduct32(IFS,IMF)
Budget:deficit(‐)surplus80(IFS,IMF)
Currentaccount:currentaccount78ald(IFS,IMF)
M2:Quasi-Money35(IFS,IMF)
InternationalReserve:internationalliquidity(foreignexchange)ld.d
(IFS,IMF)
Manufacturingproduction:Argentina:Manufacturingproduction66,
Brazil:wholesaleprices63,Paraguay:wholesaleprices63,Uruguay:
wholesaleprices63(IFS,IMF)
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Summary
InthispaperwefocusontheSouthernCommonMarket,or
MERCOSUR,examiningitsinternaltradingactivitiesandscrutinizing
thecauseofcurrencycrisesandthesuitabilityofcommoncurrency
areas.Firstwewillconfirmthattheeliminationofexchangerate
fluctuationshascoincidedwiththeincreasingvolumeofinternational
trade.Thesecondpurposeofourpaperistoanalyzetherelationship
betweentradelinkagesandcurrencycrises.We'vefoundthattrade
linkagesplayanimportantroleincurrencycontagion.Ifnotforthe
short-term,thenatleastforthemid-andlong-termmustwetakenoteof
tradelinkagesalongsidemacroandfinancialvariableswhenconsidering
acurrencycrisis.Finally,weillustratethatincreasingtradelinkagesdo
notnecessarilyshapeanoptimumcurrencyarea.
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